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AICPA

mplementing the AICPA Business
Valuation Standards

I

By Randie Dial, CPA/ABV

The AICPA Consulting Services Executive Committee (CSEC) issued the long-awaited Statement on
Standards for Valuation Services No. 1 (SSVS No. 1). SSVS No. 1 is entitled Valuation of a Business,
Business Ownership Interest, Security, or Intangible Asset. SSVS No. 1 provides professional guidance
to AICPA members (members) who provide client services to estimate the value of a business, busi
ness ownership interest, security, or intangible asset (a subject interest). Although early application is
encouraged, SSVS No. 1 is effective for client engagements to estimate value accepted by a member
after January 1, 2008.
The culmination of years of deliberation and debate, SSVS No. 1 provides professional guidance to mem
bers with regard to (1) valuation engagement acceptance and planning considerations, (2) the develop
ment of the valuation analysis, and (3) the reporting of the value conclusions. For some members, the
application of SSVS No. 1 may simply mean the documentation of valuation engagement procedures
already performed at the member's firm or practice. However, for other members, the application of SSVS
No. 1 may involve implementing a new set of firm valuation engagement procedures and practices.
It is noteworthy that the SSVS No. 1 standard applies to members from all disciplines (including, for
example, audit, tax, consulting, personal financial planning, and litigation services) who perform busi
ness valuation (BV) services. The following are 10 implementation recommendations for the applica
tion of SSVS No. 1 into a member's existing BV practice.

1. Designate one BV practitioner as the firm's SSVS No. 1 BV standard expert. Obviously, each practi
tioner who provides client valuation services should read and be familiar with SSVS No. 1.
However, one practitioner should serve as the firm's "go to guy/gal" on SSVS No. 1 training, imple
mentation, interpretation, and quality control issues.
2. Each practitioner who performs valuation services should have a copy of SSVS No. 1. Obviously,
the firm should have a copy of SSVS No. 1 in its library, along with copies of all other AICPA profes
sional standards. In addition, the firm should have a sign-off procedure confirming that each BV
practitioner has received—and has read—a copy of SSVS No. 1.
3. All firm BV practitioners should meet (in person, if possible) to review the new requirements of
SSVS No. 1 and to discuss the firm's proposed implementation procedures for the application of
SSVS No. 1. This procedure should help ensure both communication and consistency among the
firm's BV practitioners.

4. The firm BVpractitioners should inform all firm partners and staff of the issuance of SSVS No. 1.
The BV practitioners may offer internal training on SSVS No. 1 (on a summary level, if appropriate)
to all firm members who are interested. This internal communication may reinforce the awareness
of all partners and staff as to (1) the professionalism of the firm's BV practice and (2) the breadth of
the firm's BV client services.

5. BVpractitioners should communicate the content and the intent of SSVS No. 1 (on a summary level,
if appropriate) to the firm's recurring valuation clients and referral sources. This communication
Continued on page 2

Continued from page 1

FOCUS,
July/August 2007, Volume 3,
Number 4. Published by the
American Institute of Certified
Public Accountants. Copyright
© 2007, by the American Institute
of Certified Public Accountants,
1211 Avenue of the Americas,
New York, NY 10036. Printed in the
U.S.A.
Editorial Advisers

Bryan Lester Coffey, CPA
Coffey Communications, LLC
Bethesda, Maryland
Holly Sharp, CPA, CFE, CFP
Laporte, Sehrt, Romig & Hand
Metairie, Louisiana

Jeffrey K. Mock, CPA/ABV
CPA Consulting, Inc., PS
Bellevue, Washington
Rob Shaff
Colton Consulting
Oklahoma City, Oklahoma

Robin E. Taylor, CPA/ABV
Dixon Hughes PLLC
Birmingham, Alabama

Ronald L. Seigneur,
CPA/ABV, CVA
Seigneur Gustafson Knight LLP
Lakewood, Colorado

should explain any expected changes in the
firm's BV services, procedures, or reports, for
example. While enhancing the firm's reputa
tion for professionalism and quality, this com
munication may also serve to market the full
scope of the firm's BV services to its clients
and referral sources. If clients and referral
sources are local, the BV practitioners may
offer to provide an SSVS No. 1 client training
program.
6. BV practitioners should prepare a list of
expected client benefits related to the appli
cation of SSVS No. 1. In addition to the BV
practitioners, all firm partners and staff should
be familiar with this list of expected client
benefits. All firm members should use this list
to respond to any real or perceived client con
cerns (for example, concerns regarding
increased BV services fees or increased BV
report delivery time). This list will help firm
partners, staff, and firm SV clients understand
that the SSVS No. 1 application benefits far
exceed any SSVS No. 1 application costs.
7. BVpractitioners should develop a new firm
client acceptance checklist/protocol for BV
engagements and new firm engagement let
ter language for BV engagements. This
checklist and engagement letter should incor
porate the SSVS No. 1 engagement consider
ations, terminology, and reporting definitions.
8. BV practitioners should develop a new firm
BV engagement checklist related to the per
formance/documentation of BV analysis pro
cedures. This checklist should incorporate
terminology and principles related to the type
of engagement, necessary financial informa
tion, necessary nonfinancial information, val
uation approaches, and methods considered.

9. BVpractitioners should develop new firm BV
engagement report formats and BV report
checklists. These formats and checklists
should incorporate the SSVS No. 1 report
types, report content, and report disclosures.
All firm BV report "boilerplate" language
should be reviewed and updated for purpos
es of compliance with SSVS No. 1.
10. At the time of SSVS No. 1 application, all BV
practitioners should realize that they must
also comply with the professional require
ments and practices of any other valuation
organizations of which they are members (for
example, the American Society of Appraisers,
Institute of Business Appraisers, and National
Association of Certified Valuation Analysts).
Members should realize that SSVS No. 1 pro
visions do not contravene any professional
requirement of these other organizations.
However, members should also realize that
these other organizations may have their own
requirements that are in addition to the SSVS
No. 1 professional requirements.

The above-listed procedures are provided only
as recommendations to facilitate the implemen
tation of the SSVS No. 1 professional guidance
into the typical member's existing BV services
practice. As members plan for the implementa
tion of SSVS No. 1, it is noteworthy that this BV
standard applies to all AICPA members. That is,
SSVS No. 1 applies to members in the audit,
tax, consulting, litigation services, financial plan
ning, and other disciplines—when those mem
bers perform client valuation services.
Randie Dial, CPA/ABV is Principal Analyst
with Clifton Gunderson, LLP in Indianapolis,
Indiana. He can be contacted at
Randie. Dial@cliftoncpa. com.

Editor

William Moran
wmoran@aicpa.org

AVOIDING COMMON ELECTRONIC
DISCOVERY MISHAPS
by Jonathan E. Sachs, Esq.
Electronic discovery can sometimes feel like
scaling Mount Everest because of the moun
tains of digital information that can lie in one's
path. However, actually conducting the discov
ery review and production is only part of the
climb. Simply identifying the myriad of locations
where the evidence may be stored, including
desktops, laptops, hard drives, PDAs, USB
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drives, CDs, and backup tapes is another trek in
itself. In addition, to help alleviate common mis
steps throughout the journey, counsel and their
clients must make strategic and cost-effective
decisions about document collection, process
ing, review, and production. While making these
choices is becoming standard in litigation, law
firms and corporations must be aware of the

many potential errors that can be made during
the process.
From not forming a discovery response team at
the outset of the litigation to ignoring important
pieces of media or key data, a single error dur
ing the discovery process can lead to subse
quent and compounding issues throughout the
course of the lawsuit or investigation. And
worst of all, these mistakes could place a client
or the attorney at risk for sanctions. Below is a
list of ten common-and possibly most costly—
mistakes that legal and other professionals need
to avoid during an electronic discovery project.

1. Failing to Have a Discovery Plan. In every
situation involving digital data, it is vital to
have an electronic discovery data collection
"plan of attack" ready to implement at the
first sign of impending litigation. The com
ponents of a solid plan should incorporate
the relevant information sought, potential
data locations and key players, internal and
external contact information, procedural
guidelines, documented chain of custody
instructions, an inventory of forensic tools,
and a summary of anticipated business con
tinuity issues. The plan should also lay out a
strategy for data processing, review, and
production. During the discovery planning
phase, counsel should also decide which
format to review the data in, such as native
or TIFF, and whether or not to use an online
repository tool for review and production.
2. Neglecting to Implement a Backup Policy
or a Document Retention Policy. A docu
ment retention policy involves the system
atic review, retention, and destruction of
documents received or created in the
course of business. When litigation arises, a
document retention policy may help miti
gate document destruction accusations. A
thorough retention policy should include a
method for determining retention periods,
the retention schedule, the retention proce
dures, and a records custodian. When
developing the policy, a company must
ensure compliance with various state and
federal statutes/rules that govern document
retention time periods for certain classes of
records and certain industries. The policy
should also create an index of active and
inactive records and implement "log books"
in which all destroyed documents are

recorded. Finally, a company should review
the policy regularly and assess whether liti
gation discovery obligations or business
operation changes warrant modifications.
And always remember, even the best policy
is weak unless it is regularly updated and
consistently enforced.
3. Declining to Cease Document
Destruction Practices. Case law clearly
demonstrates that corporations cannot
expect judicial protection for destroying
documents once they have a preservation
duty. When faced with impending litigation,
practitioners should immediately place a
"litigation hold''- requiring electronic media
or data preservation - on all potentially rele
vant documents. Counsel must also com
municate the company's preservation
duties to its employees, arrange for the
safeguarding of relevant archival media, and
ensure that ongoing preservation compli
ance obligations are met.

4. Conducting Do-It-Yourself Data
Collection. Many lawyers and corporate
executives falsely believe that when elec
tronic data is included in a discovery
request, all they need to do is direct the tar
get employees to boot their computers and
print any relevant documents and e-mail.
This procedure, however, proves risky. For
example, employees may leave out relevant
documents. Furthermore, if an employee
simply presses "print" when trying to col
lect electronic documents, certain metadata
(known as the "data about the data") fields
will not be included in the collection. The
most common do-it-yourself data collection
mistake is forwarding emails or other docu
ments to a central box for collection. When
the e-mails and documents are forwarded,
certain metadata fields, such as file modifi
cation dates, will change to the date that
the documents were forwarded, giving the
opposition an opportunity to question the
completeness or accuracy of the data col
lection. In order to avoid such potential
problems, ensure that the collection is per
formed by individuals who are properly
trained in handling digital data.
5. Ignoring Key Data Locations and
Important File Types. When organizations
operate in multiple locations, utilize differing

types of technologies, or have employees
with disparate access to these technolo
gies, it can be difficult to ascertain where
electronic data is held. Failing to uncover
that information, however, may mean miss
ing crucial evidence. Consider all potential
data locations - both geographical and stor
age - including but not limited to file
shares, e-mail devices, removable storage
media, archival tapes, hosted e-mail, and
attachments.
6. Overlooking Metadata Preservation. As
stated above, metadata is the "data about
the data" and is a component of data that
describes computer-based information.
Throughout the last few years, courts have
held that it can be subject to discovery. In
the context of litigation, metadata provides
information that is crucial to authenticating a
document in court. Because metadata
resides in the "background" of a computer, it
can be extremely valuable in lawsuits since
computer users are not typically aware of
the computer's metadata "log," which
records each date and time a file is created,
accessed, and modified. These "digital fin
gerprints" can tell the story about a comput
er user's conduct or the history of a particu
lar file. Note that the potential for losing
metadata is enormous. Because metadata is
not included in standard printed documents,
a document production is incomplete if the
electronic documents are simply printed and
produced in hard copy form.

7. Failing to Recognize that "Delete" Does
not Mean "Delete." At the heart of com
puter forensics is the idea that within the
electronic realm of evidence, "delete" does
not really mean "delete." Because deleted
data is magnetically embedded on a hard
drive, it does not disappear when a user
hits the "delete" key. Where relevant infor
mation can be expected to be located, a
computer forensic expert can often recover
deleted data, yielding a potential treasure
trove of information. Oftentimes a qualified
forensics expert can even retrieve data after
the drive experiences trauma like a fire,
flood, or power surge.
8. Assuming IT Can Shoulder the Burden
Alone. While conducting in-house discov
ery may be appropriate in some cases, IT
Continued on page 4
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departments may not always understand
how to best handle data subject to legal
discovery. The volume, complexity, and
expense associated with electronic discov
ery may present enormous challenges for IT
departments with limited resources, train
ing, or experience. Because of the fragile
nature of electronic evidence, a company
should engage expert assistance if the IT
staff lacks the requisite equipment, time,
training, and experience to perform a best
practices collection. An expert may also be
necessary if calling an IT person as a wit
ness at trial is undesirable or if a conflict of
interest might hurt the case.

9. Neglecting to Carefully Choose an
Electronic Evidence Expert. If the project
requires highly trained and sophisticated
technologies, and it is necessary to engage
an outside expert, choosing that expert is an
extremely important decision. Failing to
choose an expert with the proper training,
tools, and expertise could cost law firms and
their clients unnecessary time delays and
added expenses. When helping counsel and
clients select an electronic evidence expert,
consider how long the expert has been in
business, whether the expert outsources

any of its services, the number of electronic
evidence projects the expert handles on a
yearly basis, the expert's capacity to
process paper and electronic documents,
whether the expert has a secure online
review and hosting solution integrating
paper and electronic documents, and if the
expert maintains strict quality control meas
ures and has a record of quality deliverables.
In larger cases, it may be prudent to actually
visit the expert's facility to do a full inspec
tion of their capabilities and facility security.

10. Failing to Use an Online Repository Tool
for Paper and Electronic Document
Review. The days of conducting hardcopy
document review page by page and box by
box are nearly over. Instead, litigation sup
port teams should capitalize on the
advancements in the document discovery
marketplace by reviewing both paper and
electronic documents in an online repository
tool. Leveraging the Internet and a database
of discovery documents, electronic docu
ment review saves time and money
because reviewers can search, categorize,
and produce documents in an electronic for
mat. After narrowing the universe of data,
reviewers can print various collections, con

vert them into local litigation support data
base load files, or save them natively. By
using technology to integrate paper and
electronic documents, law firms likely will
reduce the amount of time, effort, and cost
spent on document review and production.
Although electronic discovery can seem like a
daunting journey into an unknown place, a solid
strategy for handling electronic data will put
you and your clients in the best position for
avoiding discovery sanctions and ensuring that
the electronic evidence is admissible should
the case proceed to trial. Those who develop a
solid discovery plan, monitor preservation
requirements, and address potential discovery
problems long before they actually occur will
set the stage for a comprehensive, efficient,
and seamless discovery process-ultimately
allowing them to scale the highest peak to gain
the strategic edge in their cases.

Jonathan Sachs is a Legal Consultant for
Kroll Ontrack based in New York. Mr. Sachs
assists attorneys and corporations with dis
covery and investigations involving electron
ically stored data and emails. The author
gratefully acknowledges the assistance of
Charity Delich, a Kroll Ontrack Law Clerk.

The Application of Regression Analysis to the Direct Market
Data Method
Part 5-Conclusion: How to Read, Understand, and Interpret Excel's Regression Output
By James A. DiGabriele, D.P.S., CPA/ABV, CFE, CFSA, DABFA, Cr.FA, CVA, and Mark G. Filler, CPA/ABV, CBA, AM, CVA
We now have the results of the regression
equation that we have been working with in
four earlier parts of this series (Part 1, August/
September 2006; Part 2, October/November/
December 2006; Part 3, March/April 2007; and
Part 4, May/June 2007). At this point, you may
be asking yourself: now what? The good news
is that there are specific metrics included in the
Excel summary regression output that will fur
ther explicate the results of the model. For this
explication we will be using as our demonstra
tion model the summary output available
through Excel's regression tool found in its
Analysis ToolPak. Please refer to Part 2, Figure 4
of this series for a sample summary output, as
well as the paragraph in Part 2 (October/
November/December 2006) that explains how
to use the regression tool.
FOCUS—July/August 2007

The summary output will be discussed in two
sections: regression statistics and the analysis of
variance (ANOVA). The regression statistics sec
tion illustrates the summary statistics of the
regression equation, which includes Multiple R, R
Square, Adjusted R Square, Standard Error, and
Observations. The ANOVA section includes the
analysis of variance considerations, including the
F-statistic and F-significance, as well as the
regression coefficients and p-values. In the follow
ing sections, each part of the summary output
will be discussed and its applicability to the valua
tion assignment duly articulated. Please note that
the summary output that follows was derived
from Figure 3 of Part 3 (March/April 2007) of this
series by regressing selling price against seller's
discretionary earnings (SDE) for the 14 remaining
data points (Nos. 1-13 and No. 15).

Regression Statistics
Table 1

Regression Statistics
Multiple R

0.9053

R Square

0.8195

Adjusted R Square

0.8044

Standard Error
Observations

25.4433

14

Multiple R, or the coefficient of correlation, is
equal to the absolute correlation between the
observed values of the dependent variable Y
(selling price) and the values of the independent
variable X (SDE). It measures the strength of a
linear relationship. The value of Multiple R lies
between -1 and +1, and the closer your result

AICPA conference

National Conference on Fraud
and Litigation Services
September 27—28, 2007
Sheraton San Diego Hotel & Marina • San Diego, CA

Register by 8/14/07
& SAVE $75

BVFLS MEMBERS
Save an EXTRA $50!
off regular member rate

Fraud detection and litigation go hand-in-hand.
Attend the only conference that delves deeply
into both.

Snapshot
There’s no doubt that fraudulent activities, litigation and the liabilities for
both you and your clients have become more complex and sometimes
overwhelming.

The Event

Hotel Reservation Cutoff Date — 8/27/07
Pre-Conference Optional Workshops:
Wednesday, September 26

New this year!
In-depth Mock Trial
Recommended CPE credit:
17 (main conference) and up to 9 (optional)

Don’t Miss!
Keynote speaker: Joseph L. Ford,
Associate, Deputy Director of the FBI

Fraud Track
• Subprime Lending Issues
• Staying out of The Wall Street Journal: Fraud
Issues Facing Large Organizations
• Playing with the Big Boys: Investigating
Fraud as a Small Practitioner
Litigation Track
• NEW! Intensive Mock Trial
• Deposition Dos and Don'ts

The AICPA National Conference on Fraud and Litigation Services is the only
conference that covers both of these key — and related — areas that can
have an impact on your organization and the clients you serve. With sessions
that focus on case studies and real-world examples, you can tap into a wealth
of resources and come away with solutions to the challenges you face daily.
Fraud: Sessions will cover emerging fraud topics, including those that face
the small practitioner and the larger organization, as well as investigating
money laundering and data and technology issues. You’ll have the opportunity
to get a better understanding of hedge fund fraud, scrutinize computer crime
and conduct advanced interviews.

Litigation Services: Expert speakers will offer the technical information and
best practices required for success, from advice about depositions to best
practices for building your niche litigation practice. Plus, new this year, take
part in an intensive live mock trial with skilled expert witnesses giving testi
mony. Watch the jury deliberate, evaluate the process and gain a better
understanding of how juries process and respond to expert testimony.

Don’t delay — register today!
Who Should Attend
Financial managers, CFOs, internal auditors, controllers, CPAs in
public practice, litigation practitioners, lawyers, consultants, fraud
examiners and forensic accountants

• Build Your Niche Litigation/Forensic Practice

AICPA

www.cpa2biz.com/conferences
888.777.7077

Conference agenda
TRACKS:

F-FRAUD

L - LITIGATION

B - BOTH

Topics, Speakers, and Agenda are subject to change
WED., SEPTEMBER 26 PRE-CONFERENCE OPTIONAL WORKSHOPS
(additional fee)

Registration & Message Center Open

9:30 am - 10:30 am

Concurrent Sessions

8:00 am - 4:00 pm
F

Full-Day Workshop
□ 101 Interviewing

F

□

2 Antifraud Programs and Controls:
Managing Fraud Risk

8:00 am - 10:30 am

Optional Workshops

F

□

□ 102 Hidden Ownership: Elements
& Detection — Part I

3 Not-So-Basic Interviewing Skills
(repeated in session 15)

L

□

□ 103 Business Damages 101 —
How to Measure Damages

4 Top 10 Reasons Why Financial
Experts Get Excluded

L

□

5 Mock Trial — Introduction continues
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□ 40 Jury Perceptions
(repeat of session 32)

B
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Standards for Continuing Professional Education (CPE) Programs effective on January 1, 2002.
The recommended CPE Credits are in accordance with these standards; however, your
individual state board is the final authority on the acceptance of programs for CPE credit.

CONFERENCE FEE

Please note: AICPA members are entitled to free membership in the Corporate Preferred
Level of the Starwood Preferred Guest Program (SPG); where you can accrue points
and qualify for special benefits. If you haven’t already done so, we encourage you to sign
up today at: http://www.cpa2biz.com/Affinity/Starwood.htm.
The Sheraton San Diego Hotel & Marina is a Starwood Property. Present your SPG mem
bership number upon check-in or when making your reservation to receive valuable
Starpoints for your stay.

Registration fees are determined by current membership status in the BVFLS Section of the
AICPA. Please indicate member number on the registration form to obtain the correct
discount. Fee for conference includes all sessions, conference materials, continental
breakfasts, refreshment breaks, luncheons and reception. Fee for optional workshops
include all session materials and refreshment breaks. Registration for groups of 2
or more individuals per organization may qualify for group discounts. Please visit
www.cpa2biz.com/conferences for more information. Groups of 10 or more individuals
per organization may qualify for additional discounts, please email service@aicpa.org for more
information and indicate “Group Conference Sales” in the subject line of your email.
Please note: there is no smoking during the conference sessions.
Suggested attire: business casual.
Prices, Topics, Speakers, Fields of Study and Agenda are subject to change without notice.
Program Code: FRLIT07

Ground Transportation — The Sheraton San Diego Hotel & Marina features complimen
tary pick-up and drop-off between airport and hotel. Shuttle runs every 15 minutes out
side the baggage claim area.

CANCELLATION POLICY

American Airlines
Delta Air Lines
United Airlines

Full refunds will be issued if written cancellation requests are received by 9/6/07.
Refunds, less a $100 administrative fee, will be issued on written requests received
before 9/20/07. Due to financial obligations incurred by AICPA, no refunds will be issued
on cancellation requests after 9/20/07. For further information, call AICPA Service Center
at 1-888-777-7077.

HOTEL AND GROUND TRANSPORTATION INFORMATION
Contact the hotel directly to obtain their policy on reservations, deposits and cancellations.
Rooms will be assigned on a space-available basis only. Note, this conference is expected to
sell out, so please make hotel arrangements as soon as possible. To receive our special
group rates mention and that you will be attending the AICPA National Conference on Fraud.

The AICPA has a special arrangement with Maupin Travel, Inc. of North Carolina to
assist you with your travel arrangements. This travel agency may be reached at
1-800-345-5540. If you prefer to make your own travel plans, be sure to mention the
participating airline’s reference number (listed below) to take advantage of deeply dis
counted “Zone Fares” that do not require a Saturday night stay over. Discounts are valid
for round trip registered AICPA meetings or conferences only. Some restrictions may
apply.
1-800-221-2255
1-800-221-1212
1-800-521-4041

Index #19330
Refer to US723852916
Refer to Meeting ID #531 SI

For up-to-date airline information regarding special travel discounts, please visit
www.cpa2biz.com/conferences.
Due to recent airline industry fare restructuring, we cannot guarantee that the above
group travel agreements will be in effect at the time when you are making your travel
arrangements. Please contact the airline and/or your travel agency for latest applicable
discounts and arrangements.

CAR RENTAL
Hertz Car Rental — AICPA Member Discounts: Call 1-800-654-2240. Ref. Code
CV#021H0014.

Sheraton San Diego Hotel & Marina,
1380 Harbor Island Drive, San Diego, CA 92101
Hotel Phone: (619) 291 -2900
Hotel Room Rate: $219 single/double

Hotel Parking: Self Parking - $17 per day, Valet Parking - $24 per day

AIRLINE INFORMATION

Hotel Reservations: (800) 627-7054
Hotel Reservation Cutoff Date: August 27, 2007

Registration form

Airline and car rental discounts are available only when you or your travel agent book
through the 1-800 number. We strongly advise you to confirm your conference registra
tion and hotel reservation prior to making your travel plans. The AICPA is not liable for
any penalties incurred if you cancel/change your airline reservations.
Rates are subject to availability.

BVFLS members use promotional code SECTION50 to receive discount

MEMBERSHIP INFORMATION

CONFERENCE PLANNER

Very important — please be sure to complete.

AICPA Member?

□ Yes □ No

BVFLS Member?

Yes

____________________________________
Membership No. (Required for discount prices)

No

NICKNAME FOR BADGE

BUSINESS TELEPHONE

TITLE

E-MAIL ADDRESS

REGISTRATION INFORMATION
Please photocopy this form for additional registrants. If the information on your label is incorrect, please complete the following:

FIRST NAME

LAST NAME

Ml

Select one from each time period. To ensure that adequate seating is reserved for the conference
sessions, you must complete this section in advance of the conference.

Concurrent Sessions

THURSDAY, SEPT. 27

□2

□3

□4

□6

□7

□8

□5
□9

11:50 am -12:50 pm
2:30 pm - 3:45 pm
4:15 pm - 5:30 pm

□ 10
□ 14
□ 18

□ 11
□ 15
□ 19

□ 12
□ 16
□20

□ 13
□ 17
□ 21

□25
□30
□35
□40

□26
□31
□36
□41

FRIDAY, SEPT. 27

Concurrent Sessions

7:00 am - 7:50 am
9:30 am -10:45 am
11:15 am -12:30 pm
2:00 pm - 3:15 pm
3:45 pm - 5:00 pm

□201
□23
□28
□33
□38

□24
□29
□34
□39

PAYMENT INFORMATION

FIRM NAME OR AFFILIATION

Mock Trial

9:30 am - 10:30 am
10:40 pm - 11:40 am

□ 27
□ 32
□ 37

Full payment must accompany registration form.

My check for $______________ payable to AICPA is enclosed.
SUITE

STREET ADDRESS

’If you don't presently have
an AICPA VISA® Credit Card,

PO BOX

OR Please bill my credit card for $_______________.
CITY

STATE

I CONFERENCE FEES

□ AICPA VISA® Credit Card’

ZIP

□ Discover®

Please circle appropriate rate.

BVFLS Member

AICPA Member

Nonmember

□ M02 Early Bird Discount
SAVE $75 by 8/14/07

$770

$820

$1,020

□ M01 Regular Registration

$845

$895

$1,095

MAIN CONFERENCE

□ American Express®

□ MasterCard®

□ Diners Club®

VISA®

CARD NO,

please call 1-866-CPA-VISA
for the card.

EXP. DATE

BILLING NAME

PRE-CONFERENCE WORKSHOPS — WEDNESDAY, SEPTEMBER 26 (additional fee)
$350
$350
$350
8:00am-4:00pm
101 □
$175
$175
$175
8:00am-10:30am (select one)
102 103 □
$175
$175
$175
10:45am-1:15pm
104 105
$175
$175
$175
2:15pm-4:45pm

106 107
5:00pm-7:30pm
108

N/A

complimentary
Total

$_______

$

N/A
$_______

SIGNATURE

In accordance with the Americans with Disabilities Act, do you have any special needs?

□Yes □ No

(If yes, you will be contacted.)

is to 1, the stronger the relationship. As a
result, large values of Multiple R represent a
greater correlation between SDE and selling
price. For example, a Multiple R value of 1 rep
resents a model that is perfectly linear where all
the points in a scatterplot lie on a straight line.
In our example, the Multiple R is .9053, which
is very close to 1. This indicates that SDE and
selling price are highly correlated. As a rule of
thumb, coefficients of correlation that are below
.70 are not useful in a valuation setting.

R Square is a goodness-of-fit measure for a
regression model that ranges between 0 and 1
and is also called "the coefficient of determina
tion." R Square is the proportion of variation in
Y (dependent) variable (selling price) that is
explained by changes in the X (independent)
variable (SDE). The value of .8195 suggests that
81.95% of the selling price of a business can be
explained by the independent variable SDE. The
remaining 18.05% is presumed to be random
variation in the data. As a rule of thumb, coeffi
cients of determination that are less than .50
are not useful in a valuation setting.
Since the addition of extra X variables into the
regression equation has the result of making R
Square larger, Adjusted R Square has been
introduced to penalize those models that have
extra X variables with no additional explanatory
value. Since all of your models will have only
one X variable, Adjusted R Square is something
you don't have to bother with.

The Standard Error, also known as "root mean
square error," provides an estimate of the distri
bution of the prediction errors when predicting
Y values from X values in the regression model.
In other words, the standard error measures the
size of a typical deviation of an observed value
from the regression line. Think of the standard
error as a way of averaging the size of the devi
ations from the regression line. The larger the
value, the less well the regression model fits
the data, and therefore, the model will not be as
good at predicting the outcome as would be a
lower standard error model. It has been said
that for a successful regression model, the
standard error of the estimate should be consid
erably smaller than the standard deviation of
the dependent variable. In other words, the
observations should vary less about the regres
sion line than about the mean.

Table 2

ANOVA
df

SS

MS

F

Significance F

Regression

1

35,265.3953

35,265.3953

54.4757

0.0000

Residual

12

7,768.3190

674.3599

Total

13

43,033.7143

Coefficients

Standard
Error

t Stat

P-value

Lower 95%

Upper 95%

Intercept

-3.7101

21.4116

-0.1733

0.8653

-50.3621

42.9419

SDE

1.8849

0.2554

7.3808

0.0000

1.3285

2.4414

We have taken the task of calculating the stan
dard deviation of our Y (dependent) variable.
The standard deviation of this variable is 57.54.
Since the standard error for our regression
model is 25.44, it is fair to state that the model
is very good at predicting selling prices based
on SDE. The standard error can also be used to
calculate the coefficient of variation (COV),
which is the standard error divided by the aver
age of Y (the dependent variable). In this case,
the average selling price is $146.14, making
the COV 17.4%, an excellent outcome when
using the Bizcomps database because COVs as
high as 25 - 30% are very common.

The observation value is the size of the sample
used in the regression. In this case, the regres
sion is based on the values from 14 market
transactions.

ANOVA
The top half of the ANOVA table (Table 2) tells us
if the overall regression model results in a signifi
cantly acceptable level of predictability for the
outcome (dependent) variable. The bottom half of
the ANOVA table informs us if the slope of the
regression line is different from zero, and there
fore, whether or not we have a statistically signifi
cant regression model. The top half of the ANOVA
table analyzes the variability of the selling prices.
The variability is divided into two parts: the first is
the variability due to the regression line and the
second is due to random variation. This is shown
in the summary table by use of the various sums
of squares (SS). Let's go through each of them.
As a strategy for predicting an outcome, for
lack of a better estimate, one may choose to

use the mean as a fairly good guess. By substi
tuting the mean as a model, we can calculate
the difference between the observed values
and those values predicted by the mean.

The Regression row of the SS column refers to
differences between the mean value of the out
come (dependent) variable Y and the regres
sion line. If this value is large, then the regres
sion model is different from the mean, which is
our best guess as to the outcome. On the other
hand, if this number is small, then using the
regression model is just a little better than
using the mean as an estimate.
The Residual row of the SS column explains
the differences between the observed data
and the regression line. This value represents
the degree of error when the regression model
is fitted to the data. A low number here rela
tive to Regression SS indicates a model that
fits the data well.
The Total represents the sum of squared differ
ences about the mean. The figure indicates
how good the mean is as a model of the
observed data.
At this point, you may be asking yourself: why
is this SS stuff useful? The first use of these
numbers is that R Square can be calculated by
dividing Regression SS by Total SS
(35,265.3953/43,033.7143 = .8195). As we
already know, R Square is the proportion of
variation in the Y (dependent variable) that is
explained by the X (independent) variable.

Let's move over to the column with the heading
"MS." The numbers in this column can be defined
as "the mean sum of squares for Regression and
Continued on page 6
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Residual" and are easily calculated by dividing the
SS numbers by the degrees of freedom (df) col
umn. The practical use for these numbers is to
calculate the F-ratio. In the ANOVA table, there is
a column for the F-statistic, which is a measure
of how much the model has improved our ability
to predict the outcome compared with just using
the mean of the dependent variable as a predictor.
The calculation is Regression MS divided by
Residual MS. If the model provides a good overall
fit, we would expect the improvement in the pre
diction due to the model to be large. That is, the
Regression MS would be large, and the difference
between the model and observed data would be
small (Residual MS). As a result, a good model
should have a large F-ratio (greater than 1). In
addition, the significance of the F-ratio is
assessed using critical values (p-values). In our
model, the F-ratio is statistically significant as the
Significance F number is less than .05. However,
in a model with a single X coefficient (SDE in this
case), F and Significance F are redundant just like
Adjusted R Square, because the t-statistic is the
square root of F (or in reverse 7.38082 =
54.4757).
Just as R Square can be derived from the
ANOVA table, so can the Standard Error be
derived by simply taking the square root of
Residual MS (or in reverse, 25.442 = 647.36).

In the bottom part of the ANOVA table the
most important numbers are the coefficients
for the intercept and SDE. These two numbers
represent the point of interception on the Y axis
and the slope of the least squares regression
line, respectively. With these coefficients, our
regression equation now becomes:

Y=1.8849x + -3.7101.
Now let's assess the individual predictor (inde
pendent) variable, SDE. The t-statistic (which

measures the number of standard deviations
from zero that the SDE coefficient is, and is
computed by dividing the Coefficient by its
Standard Error) tests the null hypothesis that
the value of this variable is zero. If the variable
has a significant p-value (less than .05), we
would accept that the value is significantly dif
ferent from zero, and therefore the independent
variable contributes significantly to our ability
to predict the value of a selling price for any
particular business. In our case, SDE is statisti
cally significant, because its p-value is less
than ,05, and its t-statistic is greater than 2.
So, it is safe to say that SDE contributes signif
icantly to our model, that is, it is significantly
greater than zero, and therefore the model is a
better predictor of value than the average sell
ing price of the 14 businesses in our database.

Conclusion
This series of articles was intended to intro
duce practitioners to the statistical method of
regression analysis and to demonstrate how
this procedure can improve their valuations,
especially when used in combination with an
Income Method. This technique has always
been a popular tool of economists. Recently,
however, regression analysis has also found its
way into the courts as evidence of damages in
contractual actions, torts, and antitrust cases.
These developments should further emphasize
the importance to practitioners of understand
ing this technique.
In this series of articles, we focused on bivari
ate simple regression analysis, and although
many other forms of RA are available, the tools
we provided in this series are all that you will
need to competently apply RA in the use of the
Direct Market Data Method and derive good
valuation results. The authors feel so strongly
that RA is the best way to get valuation results
using the Direct Market Data Method that they
are willing to answer your e-mail-submitted
questions, at no charge, regarding the applica
tion of the theory and practice demonstrated in
this series of articles.

Just a quick note on the intercept. A t-statistic
of -.173 (less than 2.0) and a p-value greater
than .05 (p = .8653) indicates that the inter
cept does not differ from zero, and therefore
the regression line goes through the origin (the
point where the X and Y axes meet). The inter
pretation of the intercept is less important than
that of the X variable. It is literally the predicted
selling price when there is no SDE. However,
none of the observations in our 14-market
transaction sample had an SDE of zero.
Therefore, in a situation like this, where the
range of independent variables does not include
zero, it is best to think of the intercept term as
an "anchor" for the regression line that allows
us to predict selling prices for the range of
observed SDE values.

James A. DiGabriele, D.P.S., CPA/ABV, CFE,
CFSA, DABFA, Cr.FA, CVA, is Assistant
Professor in the Department of Accounting,
Law, ft Taxation, School of Business,
Montclair State University, Montclair, NJ
07042. Phone: (973) 243-2600; fax: (973)
243-2646; e-mail: jim@dmcpa.com

The remaining item to be explained in the regres
sion output is the 95% limits. These limits allow
us to report with 95% confidence that for each $1
increase in SDE, the selling price of any particular
business increases between $1.33 and $2.44.

Mark G. Filler, CPA/ABV, CBA, AM, CVA, is
founder of Filler ft Associates, P.A. Portland,
ME 04101. Phone: (207) 772-0153, x222;
fax: (207) 761-4013; e-mail: mfiller@
filler.com

Financial Statement Fraud: A Collaborative Effort
In instances of financial statement fraud, the
number of organizations and individuals
involved typically averages 7.2. This was "one
of the main themes" that emerged from the
study conducted by Robert Tillman and
Michael Indergaard of St. John's University
(Queens, NY) and reported in "Control
Overrides in Financial Statement Fraud," which
can be downloaded from the Web site of the
Institute for Fraud Prevention (see "The Institute
for Fraud Prevention" on page 7).
FOCUS—July/August 2007

Another significant finding was that, of the
organizations which were defendants and
respondents in class action lawsuits or SEC
actions, more than half were not the restating
firms. Many were accounting firms and banks.

relationships was "the extent to which external
auditors resisted efforts by senior managers to
engage in fraudulent financial reporting and
whether that resistance was consistent or
inconsistent."

Tillman and Indergaard conclude from their
case studies that the relationship between the
restating firm's senior managers and their audi
tors cannot be characterized simply as "collu
sion or no collusion." More important in the

They also conclude that the "reputational penal
ty" theory often fails to deter fraud. Under this
theory, directors and auditors are unlikely to
cooperate with senior managers to deceive
shareholders. The reason is they fear tarnishing

their reputations and causing the value of their
services to decline in the marketplace.
Evidence of the theory's failure is the finding
that two of five of the 834 companies in their
sample "named external auditors as partici
pants in those frauds."

Study Recommendations
In introducing their policy recommendations,
Tillman and Indergaard cite the Sarbanes-Oxley
Act and the criticisms that it is unnecessary
and may be unfair. They also cite the "calls to
limit the liability of accounting firms in securi
ties fraud suits." Finally, they cite the criticism
that the cost of "excessive litigation" has made

the U.S. less competitive. In response, they
say, "The recommendations from this report
run counter to these arguments and urge con
tinued oversight of the financial reporting
process and the maintenance of policies that
require accountability on the part of senior
managers, board members, and auditors."
Most of the data on which the Tillman and
Indergaard study was based were related to
events prior to the Sarbanes-Oxley Act. They
cite more recent data from the General
Accounting Office and the Securities Class
Action Clearinghouse to support their recom
mendations and their conclusions about the
effectiveness of legislation and regulations.

The Institute for Fraud Prevention
The Institute for Fraud Prevention (IFP) is a
powerful coalition dedicated to multidiscipli
nary research, education, and prevention of
fraud and corruption. The IFP's primary goal is
to improve the ability of business and govern
ment to combat these crimes and to educate
the general public on effective methods of rec
ognizing and deterring them.
The IFP (www.theifp.org) brings research
resources and expert knowledge to the fight
against fraud in several key areas: corporate
fraud, computer and Internet fraud, credit card
and identity theft, fraud against the elderly,
product and service counterfeiting, and health
care fraud.
In October 2005, to support its mission, the IFP
granted funding to three researchers which
totaled $160,000. The titles of the studies are
listed below. The first two studies are complete
and are available at http://www.theifp.org/
research%20grants/recentStudies.html. The
third study is expected to be available soon.

• Assessing the Role of Control Overrides in
Financial Statement Fraud conducted by Dr.

Robert Tillman and Michael Indergaard. A
very brief summary of the study's findings
appears in this issue of Focus.
• Assessing How Identity Thieves Obtain
Identities for Exploitation conducted by Dr.
William Kresse with extensive assistance
from the Chicago Police Department
• Assessing How Procurement Fraud Suborns
Officials conducted by Dr. Nikos Passas
New grants for studies will be offered toward
the end of 2007.

The IFP is a partnership between the
Association of Certified Fraud Examiners (ACFE),
the AICPA, and numerous government, academ
ic, public, and private organizations. The IFP is
offering an opportunity for a limited number of
organizations to serve as Charter members. For
information on charter membership and other
opportunities for involvement, please contact
William K. Black, Ph.D., J.D., Executive Director,
Institute for Fraud Prevention, phone: 1-650-7438835; email: blackw@umkc.edu.

AICPA Resources
on Fraud
Antifraud & Corporate Responsibility Center

http://antifraud.aicpa.org/
This resource center provides the tools
and information practitioners need to com
bat fraud—whatever their role in the busi
ness community. Visit the "Resources" tab
to access guidance tailored specifically to
you, whether you are an auditor, a consult
ant, an educator, or in business and indus
try. Visit the "Products" tab for a full array
of publications and CPE courses pertinent
to the antifraud related activities.

CPA's Handbook of Fraud & Commercial
Crime Prevention by Ted Avey, CPA, CA,
CFE, Ted Baskerville, CA, and Alan Brill,
CISSP.
This unique comprehensive handbook
gives you details, tools, and guidance on
many areas of fraud prevention and detec
tion. It includes ready-to-use checklists on
a companion CD-ROM in critical areas
including risk management, risk financing,
and computer security. The handbook is
updated annually to keep you current on
developments in fraud prevention. It is in
loose-leaf format. The product no. is
056504. AICPA member price: $180; non
member price: $225.

For more information about the handbook
or to order it, call 1-888-777-7077 or go to
www.cpa2biz.com.

FYI...
Disclosing the use of liquidation-basis ac
counting when filing for Chapter 11 bank
ruptcy protection
CF0.com reports that FASB has scheduled a project to decide when com
panies that have filed for Chapter 11 bankruptcy protection should disclose
that they're using liquidation-basis accounting. According to the CF0.com

report, use of the liquidation basis of accounting usually signals investors
"that a company is ready to put everything on the selling block ...."
Several FASB members think that a new standard that specifically address
es changing accounting disclosures for Chapter 11 would give investors a
better idea of whether a bankrupt company expects either to liquidate or
reorganize as a going concern.
Continued on page 8
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Heads up! The upcoming
Internet address shortage:
another Y2k?
The American Registry for Internet Numbers
(ARIN) has called for a faster migration to the
new Internet Protocol, IPv6. Currently, IPv4
accommodates more than 4 billion Internet
addresses. However, because only 19% of Ipv4
address space can accommodate additional
addresses, it's expected that around 2012-13,
the Internet will be "full." Ipv6 is expected to
accommodate 16 billion possible addresses. IP
numbers are different from Internet domain
names. IP numbers are used to route traffic
around the Internet through the Domain Name
System (DNS) because they're easier to
remember than IP numbers.
If the new protocol is not implemented, possible
problems include

• A technical crisis similar to the expected
Y2K complications
• Address scarcity leading to a new black
market in IP numbers and possible legal
problems

A different approach for dealing with the IP
address shortage, although controversial, is
increased use of Network Address Translation
(NAT) NAT technology allows an organization to
present itself to the Internet with far fewer IP
addresses than there are nodes on its internal
network.

Creating an ethical culture
Kenexa Research Institute (KRI), a division of
Kenexa®, a provider of talent acquisition and
retention solutions, evaluated how workers view
their organizations with regard to ethical prac
tices and conduct. The report is based on the
analysis of data drawn from a representative
sample of 10,000 U.S. workers who were sur
veyed through WorkTrends™, KRI's annual sur
vey of worker opinions.

According to the latest research, having an ethi
cal culture has a positive influence on almost all
aspects of how employees view their organiza
tion. Employees who work in strong ethical cul
tures are almost twice as likely to say they intend
to stay with their organization as are those work
ing in weak ethical cultures. The impact of work

ing within a strong ethical culture can be seen in
how employees rate their level of pride in the
organization, confidence in its future, and overall
satisfaction. Organizations with strong ethical cul
tures outscored those with weak ethical cultures
by more than 50 percentage points on each of
these key employee relation indicators. The
results indicate that among U.S. workers, just
over half rated their organizations favorably over
all in providing an ethical culture. Workers rated
their organizations most positively on serving the
needs of multiple stakeholders and on senior
management's support for ethics.
Views of ethics in the workplace vary widely
among the different levels and types of employ
ees and across the different types of industries.
Executives and senior managers are much more
likely to rate their organizations favorably than
laborers, operators, and those who work in the
skilled trades. Workers in the financial services,
health care products, and banking industries
rated their organizations as more ethical than
those in the manufacturing and food industries.
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